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KEY ECONOMIC INDICATORS 
(millions of U.S. dollars) 


Domestic Economy 1988 1989 
Population (millions) 8.3 8.6 
GDP (current) 1444.3 1610.8 
GDP per capita ao 174.0 187.3 
Real GDP Growth % 36 4.3 
Consumer price index (% change) 31. 15.7 
Gov’t. deficit (% of GDP) -7. -6.8 


Balance of Payments 

Exports (f.0.b.) 293.5 268.8 ° 410.8 
Imports (f.0.b.) 253.0 314.0 359.4 394.4 
Trade balance 40.5 -45.2 61.2 16.4 
Current account deficit 

(SDR millions) (2) “90.1 <-159.8 <-117.6 <-132.1 
External debt 1296.7 1306.4 1412.9 1860.0 
Debt-service ratio 47.3 43.7 25.4 22.0 
Debt-service ratio (after relief) 32.9 37.6 25.4 22.0 
Average exchange rate for year 

(Kwacha per $1.00) 2.759 2.728 2.803 


U.S.— Malawi Trade and Investment 
exports to Malawi (f.a.s.) ‘ 54.7 


imports from Malawi (c.i.f.) 72.3 


. Share of Malawi Imports (3%) 


Ss. 

U.S. 

U.S. 

U.S. investment (2) 

U.S 

U.S. Share of Malawi Exports (%) 


U.S. Assistance (3) 
Bilateral development 19. 
Regional development 0. 
Food 4. 
Military 1 


Principal U.S. exports (1991): Aircraft, corn, turbojets, tobacco, and 
kraftpaper. 

Principal U.S. imports (1991): Tobacco, sugar, tea, cotton sweaters and 
t-shirts, and macadamia nuts. 


1. Projected, unless otherwise indicated. 2. Embassy estimates. 3. 
Obligations by fiscal year. 


Sources: National Statistical Office, IMF, World Bank, Reserve Bank of 
Malawi, U.S. Embassy, U.S Dept. of Commerce. 
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SUMMARY 


A landlocked country in southeastern Africa of 37,000 square miles, 
Malawi ranks among the world’s least developed countries, with a 1991 per 
capita GDP of $237 and a population of 9.2 million. Eighty-five percent 
of Malawi’s work force is engaged in agriculture, which accounts for 34 
percent of GDP and 90 percent of export earnings. Malawi has relied upon 
its agricultural sector as the primary engine for development. Normally 
self-sufficient in staple food production given favorable climatic 
conditions, Malawi also produces tobacco, tea, sugar, groundnuts, coffee, 
and cotton. However, late rains in the 1989/90 and 1990/91 growing 
seasons, and a burgeoning refugee population (about 1 million by December 
1991), combined to disrupt the performance of the economy. 


Malawi’s terms of trade deteriorated over the 1980s; the biggest single 
factor affecting Malawi’s terms of trade has been the sharp rise in 
transportation costs due to closure of the rail links through Mozambique 
to ports on the Indian Ocean and the resulting long transportation routes 
through South Africa and Tanzania. Malawi has followed several IBRD/IMF 
structural adjustment programs since the early 1980s, and rescheduled its 
external debt in 1988. Malawi’s performance under these programs has 
allowed the country to benefit significantly from debt relief. 


Over the next several years, Malawi’s ability to import will depend 
largely upon hard currency earnings from its major exports (tobacco, tea, 
sugar, and coffee), external aid flows, and success in maintaining 
reliable and cheaper transportation routes. At the moment, Malawi enjoys 
rising commodity prices of tobacco and sugar, adequate aid flows, and 
functional transportation routes. There is optimism in the local economy 
that the situation will continue to improve. 


PART A — CURRENT ECONOMIC SITUATION AND TRENDS 


Real GDP grew by 4.8 percent in 1990 after 4.3 percent in 1989; a similar 
growth rate is projected for 1991 despite the long December dry spell. 
Despite the late rains, the govermment estimated the agricultural sector 
to grow by approximately 10 percent by the end of 1991. Driving economic 
growth during the last five years has been the renewed availability of 
foreign exchange, strengthened international agricultural commodity 
prices of tobacco, and increased tobacco output. By December 1990, 
inflation had dropped to 11.6 percent. The Governor of the Reserve Bank 
pointed out, however, that inflation in 1991 could not be further reduced 
because of higher transport costs due to the closure of the Tete route 
(through Mozambique to Zimbabwe) and the growth in aggregate demand 
partly fuelled by deficit financing. 


In general, business confidence is bullish, as the renewed availability 
of foreign exchange has allowed the business community to repair capital 
equipment and import commodities unavailable in Malawi. An industrial 
licensing bill will remove barriers to entry into manufacturing by 
speeding up the processing of industrial licenses. Similarly, an 
investment promotion bill has been enacted to enable the formation of a 


Malawi Investment Promotion Agency to facilitate local and foreign 
investment in Malawi. 


Note: This report was prepared late in 1991, before full year 1991 
statistics were available from the Government of Malawi. 
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BALANCE OF PAYMENTS: Malawi’s balance-of-payments position deteriorated 
sharply during the first half of 1991 compared to the same period in 
1990. The balance of payments recorded a deficit of $51.9 million during 
the first half of 1991, against a smaller deficit of $13.3 million 
recorded during a corresponding period in 1990. The deterioration during 
the period was mainly attributable to lower capital inflows, especially 
from balance of payments support facilities and related cofinancing, 
coupled with increased external payments for imports and debt service. 


The merchandise trade deficit improved slightly to $166 million during 
the first half of 1991 from $170 million recorded during a comparable 
period in 1990. The improvement arose mainly from better export 
performance. Total exports amounted to $142 million, which was some $33 
million above the corresponding amount recorded in 1990. Imports on the 
other hand soared to $308.5 million against $279.4 million during the 
first half of the preceding year. 


The current account is expected to show substantial deficits by the end 
of 1991, attributable to large import bills, high external debt service 
payments, and high shipping costs. The capital account balance did not 
perform well during the first half of 1991 due to a slowing in the 
receipt of funds from the World Bank’s Industrial and Trade Policy 
Adjustment Credit (ITPAC), Agricultural Sector Adjustment Credit (ASAC), 
and related cofinancing that started in the fourth quarter of 1990. 
Total inflows to the central government amounted to $60.4 million 
compared with $87.0 million received during a comparable period in 1990. 
ITPAC receipts amounted to $8.8 million, substantially lower than the 
$29.6 million received during the first half of 1990. The decline in 
ITPAC receipts was due to the fact that, save for a small amount 
remaining under cofinancing arrangements, all the funds have now been 
utilized. A rise in capital inflows is expected by the second half of 
1991 when the second tranche of ASAC is released. The Reserve Bank of 
Malawi received a total of $12.6 million under the Enhanced Structural 
Adjustment Facility of the International Monetary Fund (IMF) during the 
first half of 1991. 


Import liberalization was fully implemented in Jarmary 1991 after a 
four-year period of gradual liberalization; it has spurred acceleration 
of growth in industry, particularly in commerce and trade, which has been 
reflected in an increase in capacity utilization of existing plant. 
Malawian businesses have utilized trade liberalization to import badly 
needed items to refurbish industry and restock raw materials. 

Ironically, the upsurge in imports due to pent up demand has resulted in 
a liquidity squeeze on the commercial sector. 


DONOR ASSISTANCE: Malawi is very dependent on Western donors to 
implement its national development program and accomplish economic 
structural adjustments. Concessional assistance levels have averaged 
more than $200 million anmally over the past several years, and these 
levels are expected to be maintained due to Malawi’s economic needs and 
the government’s image as a prudent manager of external and domestic 
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resources. With adequate foreign exchange reserves, the government is 
confident Malawi will have time to reach a sustainable external trade 
balance. Malawi’s external debt is 78 percent held by the World Bank, 
IMF, and the African Development Bank (AfDB) compared to only 22 percent 
owed to London and Paris Club creditors. 


FISCAL/MONETARY ISSUES: Revenues for 1991 fell by nearly 9 percent, 
mainly on account of shortfalls in budgeted foreign grants which dropped 
from earlier estimates of $83.8 million to $57.8 million. As a result, 
Malawi’s overall budget deficit (inclusive of grants) reached 4.0 percent 
of GDP by end of the first half of 1991 during which net domestic credit 
and money supply expanded at unprecedented levels. Money supply rose by 
21.9 percent, notwithstanding a significant drop in net foreign assets of 
the banking system. Effective January 2, 1991, credit ceilings 
previously imposed on commercial bank lending were discontinued, thereby 
increasing the role of market forces in the allocation of resources. 
Effective April 12, 1991, the Liquidity Reserve Requirement (IRR) was 
reduced from 20 percent to 10 percent. The reduction in the IRR was 
aimed at providing the commercial banks with the necessary liquidity to 
meet their seasonal tobacco crop financing requirements. Fiscal 
responsibility and monetary control has resulted in remarkable progress 
in controlling inflation since 1989. The anmual rate decelerated from 
31.4 (1988) to 11.7 percent (1991). The Malawi Govermment hopes to 
reduce inflation to less than 9 percent before 1996. 


Narrow money grew by 37.7 percent during the first half of 1991 compared 
with 22.5 percent during the same period in 1990. By end of June 1991, 
the share of quasi-money in total broad money stood at 46.2 percent, 
suggesting an improvement in the preference of the public to hold their 
deposit balances in interest bearing accounts. 


EMPLOYMENT AND WAGES: Only about 10 percent of Malawi’s working age 
population is engaged in wage employment. The mmber of paid employees 
increased in 1989 to 434,312 from 429,117 in 1988. There was an increase 
of paid employees in most industries; agricultural employment went up 
8.2 percent; building/construction, 6.6 percent; and manufacturing, 1.3 
percent. Although Malawi has a surplus of unskilled labor, there are 
acute shortages in professional and technical fields. Effective May 1, 
1989, the minimum wage was approximately doubled to $0.82 per day in the 
major cities, and $0.66 per day in the rural areas. This is the first 
minimm wage increase since August 29, 1986. Employers primarily 
affected by the minimm wage increase are agricultural estates and 
government. 


AGRICULTURE: Strengthening the agricultural sector, which provides 37 
ee oe oe eer ee ee ee eee 
importance to the government. Smallholder farmers account for 77 percent 
of agricultural production and most staple food crops. The estate 
subsector 


export i 

real output was expected to grow by approximately 10 percent. in 1991. 

Most of the impetus to growth in Se ee keine teen 
smallholder sector, which grew by 12.9 percent as opposed to the estate 
sector, which expanded by 2 9 ge oy 
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Tobacco, responsible for more than 60 percent of export earnings in 1990, 
earned high prices on the auction floors in 1991. By end of the tobacco 
selling season in October 1991, more than 118 million kilograms of 
tobacco had been auctioned at $285 million. Tobacco exports accounted 
for 68.5 percent of Malawi’s 1990 export earnings. At the end of the 
1991 selling season, burley production rose to about 75 million kilos. 


Maize is Malawi’s primary subsistence crop and self-sufficiency is a 
national security objective. Maize production has not met the internal 
demand as a result of the late rains, floods, and burgeoning Mozambican 
refugee population which is currently estimated at over 1 million. Donor 
assistance has allowed Malawi to rebuild its strategic grain reserve, and 
all refugee maize requirements are now provided by the donors. 


By December 1991, tea production showed a cumulative total of 23 million 
kilograms (kgs) compared to 20 million kgs in 1990. Overall, it seems 
likely that 1991 tea export earnings will exceed $46 million. 


Up to the end of July, sugar output which stood at 83.04 million 
kilograms, was slightly higher than in the comparable period of 1990. 
Sugar Corporation of Malawi and Dwangwa Sugar Corporation increased 
production to meet increased domestic and export demand. Coffee is an 
increasingly important export crop for Malawi which has 4,000 hectares 
devoted to that crop. Coffee has overtaken groundnuts as Malawi’s fourth 
leading export. 


TRANSPORTATION: Difficulties with the external land transportation 
network provide some of the most serious constraints to Malawi’s economic 
development. The African Development Bank estimates Malawi ranks number 
two in the world for the most expensive external transportation routes. 
Recent estimates indicate that over $100 million or 40 percent of 
Malawi’s total import bill is due to insurance and freight costs 
resulting mainly from the closure of the Mozambican routes. Before 1981, 
over 90 percent of Malawi’s imports and exports moved by rail through the 
Mozambican ports of Beira and Nacala. Traffic via both routes was 

virtually halted in April 1984 as a result of insurgent activities. The 
highway (Tete Corridor) linking Malawi to Zimbabwe through Mozambique’s 
Tete province was closed in December 1990 when the Zimbabwe Government 
withdrew its military personnel from the Tete Corridor. At the end of 
July 1991, the highway was reopened, but it remains effectively a no-go 
area since insurgents have continued to attack local settlements 
alongside the road. 


The Nacala railway has been operating with mixed results since December 
1989. Improvements on the route have stemmed from fewer derailments, 
increased pooling of Malawian and Mozambican locomotives and wagons, and 
continued rehabilitation work on the line, which has reached a rate of 10 
kilometers per month. The import backlog at Nacala harbor was cleared 
late August 1991. Malawi Railways Limited is currently running a total 
of ten trains per month in each direction between Malawi and Nacala port 
with an average transit time of one week as compared to ten days in 
1989. Even if the problems of insurgency in Mozambique were to be 
resolved, it will take contirmed substantial financial inflows and 
infrastructural development to restore the level of operations once 
enjoyed by these lines in the early 1980s. 
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The national airline has been revamped, having undergone a restructuring 
program designed to boost efficiency and profitability, involving staff 
retrenchment, replacement of senior management, and the acquisition of 
one new Boeing 737-300 aircraft and one ATR 42. An additional Boeing and 
ATR aircraft are slated for delivery in 1992. Air Malawi freight traffic 
at Malawi’s international airport in Lilongwe increased from 5,825 tons 
in 1989 to 6,750 tons in 1990. Given the increase in Air Malawi capacity 
due to new aircraft, freight cargo is bound to increase. 


MANUFACTURING: Manufacturing accounted for 13.6 percent of GDP in 1990, 
the highest percentage in six years. Malawi’s small manufacturing sector 
is geared primarily to import substitution of basic commodities 
(clothing, food, beverages, and metal fabrication) and processing of 
agricultural products (tobacco, tea, sugar, maize, oil seeds, groundnuts, 
and macadamia nuts). The country imports all of its petroleum 
requirements, as well as most of the raw materials and intermediate 
inputs for the small manufacturing sector. The import liberalization 
scheme has resulted in greater availability of raw materials and spare 
parts, leading to significant improvements in manufacturing plant 
capacity utilization. Manufacturing went down by 4.7 percent during the 
first half of 1991 compared with an increase of 14.7 percent during the 
same period in 1990. The slowilown is due to sudden closure of the Tete 
Corridor and partial operation of Nacala rail route which led to use of 
noneconomic routes and even higher transport costs for inputs. However, 
by the end of 1991, commercial traffic resumed along the critical Tete 
Corridor and manufacturing picked up. 


Part B — IMPLICATIONS FOR THE UNITED STATES 


U.S. trade with Malawi has remained relatively steady during the last 
five years. American products account for about 10 percent of Malawian 
imports while about 12 percent of Malawi’s products find a market in the 
United States. More than 20 U.S. companies are represented in Malawi 
through subsidiaries, affiliates, or agents. 


The most promising area for U.S. firms interested in exporting to Malawi 
is in the supply of materials and equipment required for bilateral and 
multilateral development projects. Bids of U.S. origin are specifically 
encouraged for projects funded by the U.S. Agency for International 
Development (USAID), the World Bank, and the African Development 
Bank/Fund 


Although South African and U.K. products are predominant, various 
importers have recently expressed interest in a wide variety of U.S. 
products, including chemicals, electronic goods, grain grinding mills, 
and agricultural commodities. Opportunities exist for the sale of 
equipment and materials used in the country’s small agro-industrial 
sector, and electronic goods including telecommnication equipment, 
computers, and word processing equipment. 


U.S firms may wish to take advantage of Malawi’s improved investment 
climate. The policy of the Malawi Government is to encourage private 
enterprise and support market-oriented capitalism. At the same time, 
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cooperation between the public and private sectors is frequent, and large 
joint ventures between parastatal companies and private entities, both 
foreign and domestic, are common to foster further foreign and domestic 
investment. Parliament passed a new investment incentives bill in 

The bill will seek to establish a one-stop investment 


include tax concessions, depreciation allowances, import duty exemptions 
on certain types of plant and equipment, and deductions for land 

and conservation in agricultural investments. The net result 
of the incentive system is that a new investor generally pays little or 
no local taxes for the first few years of operation. In exceptional 
cases, investors may be granted exclusive production rights and tariff 
protection. Royalties, dividends, profits, loan capital, and a proportion 
of personal earnings may be repatriated without restriction, although 
clearance through the exchange control authority is required. Equity 
capital repatriation is also subject to exchange control authority. 
Investors are allowed to retain 4 percent of foreign exchange 


earned. 
There are no laws or regulations mandating reinvestment of any portion of 
profits in Malawi. 


Investment opportunities have been emerging within the parastatal sector 
as the govermment seeks to privatize several holdings. Several 
industrial projects are under consideration, including a fertilizer 
plant, and a $200 million hydroelectric project. The expanding tourist 
poe offers potential for investment in new hotels and recreational 


The United States has an Overseas Private Investment Corporation (OPIC) 
agreement with Malawi, and several U.S. companies use OPIC coverage. The 
Export-Import Bank of the United States can provide trade finance for 
importers of U.S. products. In May 1990, a USAID-sponsored 
trade/investment mission visited Malawi to explore opportunities. The 
enthusiastic and encouraging. Subsequent events, such as the inclusion 
of an American Pavilion at Malawi’s 3rd and 4th International Trade Fairs 
and establishment of agent/distributor services for U.S. goods after the 


show, have confirmed that there is roam for U.S. investment and trade in 
Malawi. 


Personal contact is essential when competing in the Malawi market. A 
visit to Malawi as part of a Southern Africa regional trip would, 
therefore, be useful. Commercial visitors are invited to visit the 
Embassy while in Lilongwe. The Embassy staff will make every effort to 
facilitate local contacts and provide current economic and commercial 
information. Additional commercial information is available from the 
Malawi Desk Officer in the International Trade Administration, Roam 3317, 
Department of Commerce, Washington D.C. 20230, Phone: (202) 377-5148. 
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